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The Economy in Seventies

Bangladesh has a long history of planning for economic and social
development. Unfortunately, however, the story has been one of frustrated
hopes and unfulfilled aspirations. It can be said that the Declaration of
Independence on March 26, 1971 was made largely to secure economic
sovereignty. The country emerged as an independent state on December 16,
1971 inheriting a devastated economy, war-torn infra-structure, and a brutalised
and displaced multitude. The rehabilitation of the economy naturally received
high priority. Simultaneously it was felt that the process of restructuring
the social and economic life to reflect national hopes and aspirations should
begin in right earnest. Before long the First Five Year Plan (1973-78)
was drawn up and launched even though basic data were inadequate and
preparatory work was insufficient. The Plan size was fixed at Tk. 4,550 crore
and it aimed at bringing about a new economic order. Its basic premise
was social ownership of the commanding heights of the economy and its
main thrust was the development of a system of institutions. Central planning
was not directly attempted as agriculture, which is the mainstay of the eco-
nomy, remained in the private sector but market mechanism was not relied
upon either. The Plan stressed on an effective implementation system which,

however, was in the realm of uncertainty. -

2. The Plan, however, suffered many a setback. Global inflation ad-
versely affected trade and aid. Balance of payment outlook changed drama-
tically for all countries following oil price rise beginning the fall of 1973
and Bangiadesh suffered specially as payments for food, fuel and fertilizer
increased enormously without any appreciable improvement in aid outlook.
To top it all was the flood of 1974 and difficulties in obtaining food supplies
that caused widespread starvation and famine. The Government hardly
had time to put its house to order when it was besieged by such difficult
problems. FEconomic management under such stresses displayed ineptitude.
By about May-June 1975 pragmatic reformist measures were initiated includ-
ing a strong stabilisation programme. There was very soon a turn-around
in -economic performance. Both domestic and external resource position
largely improved as stabilisation measures led to a greater inflow of aid.
The pick-up in economic activities together with continued monetary restraints
reduced inflationary pressure substantially during the second phase of the
Plan (1975-78). Price level which rose at an annual rate of 50 percent
between 1972-73 and 1974-75 rose only at the annual rate of 2-6 percent
in the subscquent years of the Plan. Real wage which suffered severely
gained some of its lost ground; as a result, real wage index rose from
51-4 (1969-70=100) in 1974-75 to 66-7 in 1977-78.
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3. However, in spite of general improvements in the economic perfor-
mance in its second phase, the goals and targets of the Plan remained
largely unfulfilled. Only 59 percent of the investment target was realized
and GDP grew at the rate of 4:0 percent a year against the target rate of
growth of 5:5 percent. Food output remained in serious deficit and
overall supply of cereal food declined from 413 Ib. per head in
1973-74 to 386 1b. in 1977-78, the terminal year of the Plan. Export earning
in current dollar terms grew at the rate of 6:6 percent a year from its
depressed level of 1972-73,-only because of global inflation, but in real terms
it was almost stagnant at 1972-73 level. Industrial output exceeded its
1969-70 level by 1976-77 but the output of country’s leading industry, i.e.,
the output of jute textiles was below the 1969-70 level together with raw

jute output. One-third of the employment target (5-4 million man-years)
of the Plan remained unfulfilled for lack of adequate investment.

4. It was against this ambivalent experience of the First Plan, a Two
Year Plan was initiated in 1978-79. It was directed towards consolidating
the economic base through completion of on-going projects rather than initia-
ting new investment. With increasing foreign aid and domestic resources
the economy maintained its growth ahead. GDP grew at the annual rate of
5 percent against the target growth rate 5-6 percent in spite of a serious
drought in 1979 spring. Industrial output including jute textiles made steady
progress and merchandize export exceeded the target by substantial margin
in current prices. Aid inflow which increased after the stabilizationgmeasures
of 1975 also exceeded the projected level, in contrast to the fact that First
Plan received 20 percent less of foreign aid than envisaged.

- Initiation of the Second Five Year Plan (1980-85)

5. There was thus a sustained trend of improvement in economic
~performance in the second half of the 1970s. This together with improvement
in external trade and aid led to optimism for the future. The Draft Second
Five Year Plan (1980-85) reflected this optimism against the overwhelming
problem of poverty generating an intense desire for a visible improvement in
the standard of living of people. The size of the Plan was fixed at
Tk. 25,595 crore—Tk. 20,125 crore for the public sector and Tk. 5,470 crore
for the private sector. The Plan envisaged GDP growth at the rate of 7-2
percent a year against the actual growth rate of 5:2 percent in the preced-
ing five years of the 1970s. Such an acceleration in growth implied a very
high level of investment as well as of foreign aid. The Plan envisaged the
public sector outlay to rise from Tk. 2,130 crore in 1979-80 to Tk. 5,613
crore in 1984-85 (at 1979-80 prices). Such an acceleration in the level of
investment could not be sustained without having a high level of foreign
aid also. Foreign aid requirement was estimated at Tk. 13,880 crore cons-

tituting 54 percent of the total planned outlay as against Tk. 8,064 crore
received during the preceding 5-year period.

6. The Plan had, however, an inauspicious start. The global economic
situation took a turn for the worse. Recession in the industrialised countries,
high price of fuel and slack in primary commodity demand and price led
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to a serious decline in trade and aid. Terms of trade moved very adversely
against Bangladesh so that in the first two years of the Plan the country
lost about a billion dollar in its external purchasing power. The second
oil crisis beginning 1979 made it impossible to rely on cheap energy to
fuel growth. Aid in the first two years of the Plan amounted to § 2,297
million (in 1979-80 prices) as against the expectation of § 3,094 million.
Low level of aid inflow and a deteriorating terms of trade affected resource
mobilisation so drastically that against the target public sector outlay of
Tk. 3,015 crore in 1980-81 the achievement was only Tk. 2,369 crore and in
the following year ADP had to be revised downwards to Tk. 2,715 crore
against the target of Tk. 4,068 crore. It was clear that the overly ambitious
. targets could not be reached at all. In view of . shortfalls in resources in
_ the first two consecutive years of the Plan it became apparent that the plan-
ned outlay of Tk. 20,125 crore for the public sector could not be matched
by necessary resources. However, instead of compromising the targets of
the Plan the cost effectiveness of public sector programmes was improved
by cutting down their less essential expenditures and concentrating scarce re-
sources more on productive activities. The cost of the rationalized public
sector programme came down to Tk. 15,897 crore against Tk. 20,125 crore.
But the resource situation continued to deteriorate and only an outlay of
Tk. 2,391 crore could be realised under 1981-82 ADP. The ADP foy 1982-83
could be drawn up for only Tk. 2,700 crore. In three years (1980-83) it
seemed likely that the total development outlay would be Tk. 9,147 crore of
which Tk. 6,057 crore would be in the public sector and aid inflow would be
$ 3,459 million only. In current prices, these figures correspond to Tk. 11,416
crore, Tk. 7,605 crore and $ 3,727 million respectively. It is against this
background of severe resource constraints that the Second Plan has been
finalised for a public sector outlay of Tk. 11,100 crore only in a total outlay of
Tk. 17,200 crore, the remaining Tk. 6,100 crore being allocated to the private
sector. In current terms this will mean a Plan outlay of Tk. 25,040 crore of
which public sector programme will be Tk. 16,019 crore and foreign aid inflow
on gross terms will be $ 6,917 million.

Objectives of the Plan

7. The objectives of the Plan have been set against the overwhelming
problems of poverty, unemployment, illiteracy and malnutrition besetting the
country. About 85 percent of people lives under conditions of absolute
poverty; 74 percent of people cannot read and write and 33 percent of the
jabour force has no work. High rate of growth of population and slow
growth of the economy have accentuated these problems over decades. If
these trends continue to persist the number of people living in absolute
poverty will rise to 113 million by the end of this century and the syndrome
of poverty will spread further into social life. The nature of the problems
facing Bangladesh is so complex and in magnitude they are so massive that
their eventual solution will need a long-term planned effort. The Second Plan
is only a step in that direction and its objectives have been formulated in a
long-term perspective.
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8. The objectives of the Plan are :

1. to ensure an equitable growth in order to bring about a visible im-
provement in the standard of living of people through adequate
supplies of basic needs;

ii. to reach food self-sufficiency in the shortest possible time;
ili. to reduce the rate of population growth;

iv. to provide gainful employment to people so as to ensure their
access to basic needs and benefits of development;

v. to eliminate illiteracy and provide universal primary education in
the broader perspective of human resource development;

vi. to pi'omote participation of people in development activities through
rural development by devolution of administration and development
of local institutions;

vii. to attain a higher degree of self-reliance through mobilisation of
increased domestic resources and improvement of balance of pay-
ments position,

9. The main focus of the Plan is on poverty. A higher level of income
and employment in the economy as a whole is a necessary condition for
amelioration of poverty. It is in the rural sector that most of the poor people
live. Ti is there that the potential for growth has not been fully tapped. It
is also there that the three major resources of Bangladesh i.e., man, land
and water now lie in waste. In the past there has been a concentration of
investment on facilities and requirements of urban life to a considerable
neglect of the needs of the vast majority in the rural areas. The Second
Plan will make a decisive attempt to change this pattern of growth by focus-
ing on the ryral sector. Other development activities should ideally minister
to the demands of a rural development strategy.

10. The Plan emphasizes the need for a comprehensive rural development
programme covering all aspects of rural life, including education, health and
culture. But because the foundation of welfare is growth of output and em-
ployment, the cornerstone of rural development has to be agricultural deve-
lopment. Agriculture will also act as the prime mover of the Plan for
attaining higher levels of income and employment. The planned strategy for
agricultural development is to broaden the modern technological base of
agriculture. To attain this not only adequate resources will be made avail-
able to the rural sector but also an equijtable distribution of planned resources
will be ensured to various social groups through institutional development so
that they share the benefits of development. Since access to resources is
significantly influenced by the existing pattern of ownership of rural resources,
particularly land, a viable distribution system along with necessary political
condition should also be promoted in the rural areas. Social justice will
demand a more equitable distribution of wealth, income and employment
opportunities during the Second Plan.

11. In order to ensure that the poor has access to their basic needs, th
poverty reduction strategy requires spelling out in detail the strategies for

F s
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employment and human resource development. A traditional approach to
employment generation pure and simple will not do. Technological
support as would make labour more productive is what is needed. Further
labour bas fo secure command over tools with which its productivity can be
increased. Employment opportunities have to be created not only in inten-
sive and progressive farming but also in rural infra-structure building, rural
trades and services and production of goods to meet the needs of rural
people. Along with employment, skill of labour will have to be upgraded by
training and extension as well as substantiated by support of improved tools,
equipment and technology. Thus human resource development will be the
key element in attaining an equitable growth under the Second Plan. Univer-
sal primary education and vocational orientation of the education system
will be the basis of a comprehensive human resource development programme
for productive employment. :

12. The success of anequitable growth strategy will necessarily depend
on production programme. The Plan will ensure adequate supplies of basic
need commodities like cereal food, edible oil, pulses, fish, cotton textiles,
drinking water, medicine, health care and education. In recent years many of
these items have been in short supply. The Second Plan will make this up
as well as ensure improvement in their per capita availability through accelera-
ted domestic production. In case of any shortage, as it may happen due to
vagaries of weather, price and distribution support will be provided to reduce
sufferings of the common man. Open market sales of foodgrains from Govern-
ment stocks, issue of ration to specific groups of people, food for work
programme, vulnerable group feeding programme and such other rational
system of price and distribution support are well known.

13. Past effort for reaching a higher standard of living largely suffered
due to the rapid growth of population. Though it shows some decline, the
current rate (2-6 percent) of population growth is still high. In the face of
this growth no amount of development efforts can bring about an appreciable
improvement in the standard of living of the common man. Forthe success
of planned development, therefore, population control and family planning
must be vigorously pursued with a priority as equal in importance as agri-
cultural and rural development. It is, in fact, an essential lever for rural
development and will need inyvolvement of the rural community in order to
create a favourable climate of moral and social acquiescence.

14. In order to accelerate the pace of rural development, off-farm activi-
ties like trading and services and rural industries will need to be encouraged
also. The Plan, besides emphasizing the necessity of pursuing the policy of
industrial dispersal, will initiate measures for the development of a chain of
rural industries and service centres in support of agriculture. These industries
will provide inputs and services to agriculture, process agricultural raw ma-
terials and manufacture consumer goods to meet the needs of rural house-
holds. The service centres will have facilities for warkshop, technical training,
demonstration of methods and techniques, marketing and stora e. A special
credit programme for promoting rural trade, services and-production activities
will be undertaken during the Plan period. T agmnds N O g
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15. The Plan recognizes the severity of resource constraints; therefore,
one of its main objectives is to correct domestic and external resource imbalances.
While bringing ifs investment programme down to the level of available
resources, the Plan will have to allocate more resources to those areas which
‘have larger growth potential in near term so as to ensure faster growth of
both domestic and external sectors even within the limited resources. The
planned emphasis on the agriculture and rural sector will help the country
optimize investment benefit from development since its potential is much
more than had been perceived in the past. With its vast surplus of labour
force it can help accelerate the growth process with less demand on con-
ventional resources and thus help the country succeed in its objective of self-
reliance.

Strategies

16. Rural Development : The aim of rural development is to bring about
an all-round improvement in the quality of rural life, both material and cul-
tural. The task is massive and complex and will require a combined effort of
both people and the Government. In fact, given its vast canvas, the prime
mover of rural development has to be people themselves, while the Govern-
ment will act to complement local efforts with financial and technical support,
Initiative of local people will be encouraged to evolve a framework of grass
root level institutions for planned programme and implementation.

17. The present involvement of the Government in rural development is
minimal and largely indirect. It has been so ineffective that the pattern of
rural life has virtually remained unchanged during the three decades of
planned developments. The economic activities in the rural areas are to be
seen in isolated villages inhabited by seven million families of farmers and
petty businessmen who generally live in a state of subsistence away from the
main stream of national development process. To overcome this isolation
of the masses, the emphasis will be on developing Thanas as effective units of
administration. and development planning. A system of local governments
will be established under which a large part of governmental functions will
piogressively devolve to elective bodies in Thanas. In addition, Thana authori-
ties will initiate and undertake programmes of local importance with resource
support from the national Government.

18. To ensure people’s participation in the development process, two
streams of action will be simultaneously carried out. Organisation of Thana
administ.aticn with responsibility for planning, coordination and implementa-
tivn of local level activities as well as supervision of national development
activities at local level will be the primary action. Elected Thana Parishads
assisted by services of experts will draw up and implement Thana plans in
diverse sectors like rural roads, local irrigation and drainage, primary educa-
tion, population planning, health care, rural marketing, rural forestry, inland
fishing, animal husbandry, rural water supply and samitation and rural social
welfare. They will raise revenue but their main scurce of funds will be share
of revenuve as well as project funds from the national Government. They wil]
also supervise and coordinate at local levels natiunal development programmes
like regional roads, large irrigation projects, indusirial projects located in the
Thana, secondary and technical education and health services. This will on
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the one hand provide for local programmes based on felt needs and on the
other hand help national programmes to be coordinated with local needs and
activities. Thana adminisiration will be based on organisation of rural life
on Union basis as Chairmen of Union Councils will essentially form the
Thana Councils and supply the outlines of Thana plans. The next phase of
this process will be strengthening and reorganising the unit of local govern-
ment at the district level.

19. At a different plane local level non-governmental economic organisa-
tions will be promoted. These will be self-help institutions representing econ -
mic interests and working for economic purposes. They will provide for more
efficient use of voluntary labour on a sustained basis or for production plan-
ning through agriculteral cooperatives, or for credit support to organised
groups of artisans, traders or service industries. A restructuring of IRDP for
promoting cooperatives of agriculturists as well as other target groups will be
undertaken. Strengthening of Grameen Bank concept and extension of its
group philosophy will be systematically attempted. The role of the Government
in developing local level voluntary organisations will be one of moral leader-
ship and guidance.

20. In the past efforts for rural development mainly failed for lack of
support from local organisations, though motivation and enthusiasm among
people were not lacking. The whole approach in the pastwas top-down, which
not only failed to appreciate the felt needs of people but also thwarted their
initiative. The Plan, therefore, emphasizes the necessity for encouraging grass
root level production organisation, particularly among the socially disadvan-
taged groups like landless labourers, share-croppers and marginal farmers,
to promote a back-to-back rela‘ionship with Thana administration. The
intention is to ensure that the felt needs of people are reflected n official
pclicies and programmes. Local level organisations will be encouraged to
promote production, employment, voluntary consolidation of holding, com-
munity management of water resources, forests and fisheries and for commu-
nity involvement in building physical infra-structure, education, family planning,
etc.

21. Agricultural Development : The Plan envisages a rapid expansion of
agricultural outputs, without which there can be neither any rural nor any
national development. All efforts in the areas of administrative changes, land
reforms, local level organisation, rural service cenfres and credit programmes
will be geared to provide the thrust to raising agricultural production. While
self-sufficiency in foodgrain production js the major objective of the
Plan, a beginning will be made to secure a more balanced diet through
increased output of oil seeds, pulses, fish and poultry. The agricultural
production strategy will ensure necessary institutional support and policy
measures with respect to input supplies and services. The main thrust of the
strategy is to increase irrigated area together with supplies of other essential
inputs like HYV seeds and fertilizer. Irrigated acreage will be doubled,
mainly through the least-cost irrigation techniques. Fertilizer use is envisaged
to be two-fold by the end of the Plan period. Since modern inputs are
costly and modern agriculture is energy intensive, supply of adequate credit
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to farmers will be ensured on the one hand and more use of organic manure
will be encouraged on the other, not only to keep the cost of modern
inputs to a minimum but also to accelerate microbial activities.

22. An essential condition for attaining agricultural targets is to maintain
~incentive prices for farm inputs and outputs. General subsidies on fertilizer
and other inputs will be selectively used as also planned promotional efforts,
with greater emphasis on incentive prices for outputs to stimulate agricultural
output. At the same time storage and processing facilities will have to be
greatly improved. In case of foodgrain a security reserve will be maintained
to overcome emergencies, but the rationing system will be progressively elimi-
nated. Food policy will be integrated with other agricultural production
programmes, parficularly that of jute, through market mechanism so as to
minimize fluctuations in their cutputs.

23. Regional Planning Approach to Rural Development: The Plan
recognizes the necessity of regional planning for comprehensive rural develop-
ment. It is necessary to develop a spatial plan in support of the production
plan. The national targets of production will be disaggregated into regional
targets to ensure agricultural specialization in accordance with local resource
endowments, e.g. soil, rainfall, temperature, etc., to ensure efficient uses of
natural resources.

24, The villages of Bangladesh must be the focus for any regional plan
but considering the size of population and the scales and diversities of econo-
mic activities the geographic area of a Thana is considered to be a more
viable unit to organize agro-industries centre at its best location in relation to
its socio-economic parameters. Each Thana will have a service-cum-industrial
programme within its overall Thana Development Plan based on local resour-
ces. These programmes will provide for inter-region and inter-industry
linkages also. It will be a major task for the planners to identify the
Thana level viable agro-based and agro-support industries and services. To
ensure a strong catalytic process the Thana level activities will not only
be organized within a hierarchical system of regional and national com-
plexes but also be related effectively with its natural basic units, i.e.. the
unions and villages. Starting selectively, the aim should be to develop a
~ model village in each Thana to make them organically viable. Development

of rural infra-structure including rural electrification will provide the life lines
for the development of villages.

25. Industrial Strategy for Rural Development : The industrial strategy
of the Plan is to provide the necessary support to the rural sector through
linkage with agricultural development. Therefore, the industrial programme
will consist mainly of agro-process and agro-support industries. In order to
ensure a full impact of agricultural development on the rural economy special
importance will be given to the development of consumer industries in rural
areas. Light and small industries will be developed in close proximity to
rural communities to provide maximum employment opportunities. Develop-
ment of a chain of growth centres in rural areas with all the public utility
facilities will encourage dispersal of industries.
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26. Since development is a continuous process, it cannot be overlooked
that, though agriculture has the largest growth potential in the near-term,
the long-term economic interest of the country lies in sustained growth.
This will need initiation of a structural change through industrial development.
With foreign debt accumulating and export-import gap widening, Bangladesh
has to develop in the long run an outward-looking industrial structure. Be-
cause of resource constraints and limitations of institutional capabilities of
the public sector, greater use of private entrepreneural abilities and initiative
will have to be made in the industrial sector. A new industrial policy with
less of official control will be pursued during the Plan period.

27. Strategy for Energy Development: The consumption of commercial
energy is one of the lowest in Bangladesh, it is only 32 k.g. oil equivalent
per capita a year. And yet the country faces a serious energy crisis. Impor-
ted fuels cost over 50 percent of export earnings (1979-80) and harnessing of indi-
genous energy resources is both costly and time consuming. The demand
for commercial energy will rise significantly during the Plan period with the
development of the economy, particularly because modern agricultural techno-
logy which is indispensable to bring about rapid agricultural development.
is very energy intensive. So a satisfactory solution of the energy problem
facing the country has to be aggressively sought to ensure agricultural and
other developments. The main piece of the energy sector strategy is substitu-
tion of natural gas for imported fuel as far as technologically feasible.

28. Rural sector faces an equally serious energy crisis, but silently,
because of depleted forest resources as well as because of high cost of
imported fuel. Therefore, rual electrification has been given a very high
priority in the Plan as it will indirectly substitute natural gas for diesel in
irrigation pumping and for kerosene in household lighting. The Plan recognizes
overall danger of depleting forest resources in the rural areas and will initiate
programmes to solve it through the development of community forests and
- homestead woodlots.

29. Strategy for Population Control: Fast growing population re-
mains a serious problem for Bangladesh. So far the main emphasis in
family planning has been on the delivery system ; but a real break-through
cannot be achieved without the participation of the community. One of the focuses
of local level organization will be to create conditions for community participation
in family planning as well as in education and health care. Along with this,
the quality cf family planning services will be improved and the incentive
system restructured to encourage late marriage and small families. Motiva-
tional activities and a system of incentives, recourse to all methods of birth
control measures, improvement in delivery system including the quality of
service, legal and social steps to discourage early marriage and large families,
training of family planning workers, supervision of the population control
measures and a monitoring system for population planning will -all have to
be effectively and efficiently coordinated for the success of population control
programme.

30. Strategy for Education and Human Resource Development : The
objective of attaining a higher quality of life can be realized only if the
population is literate. The ability to read and write is an asset for progress

2
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